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Summary 

The Airline Deregulation Act of 1978 gave airlines almost total freedom to determine which 
domestic markets to serve and what airfares to charge. This raised the concern that communities 
with relatively low passenger levels would lose service as carriers shifted their operations to serve 
larger and often more profitable markets. To address this concern, Congress established the 
Essential Air Service (EAS) program to ensure that small communities that were served by 
certificated air carriers before deregulation would continue to receive scheduled passenger 
service, with subsidies if necessary. 

The EAS program is administered by the Office of the Secretary of the U.S. Department of 
Transportation (DOT), which enforces the eligibility requirements and determines the level of 
service required at eligible communities. As of June 1, 2015, 159 communities in the United 
States received subsidized service under EAS. 

Over the years, Congress has limited the scope of the program, mostly by eliminating subsidy 
support for communities within a specified driving distance of a major hub airport and capping 
subsidies under certain criteria. The FAA Modernization and Reform Act of 2012 (RL. 1 12-95) 
included additional EAS reform measures, including the requirement that a community have a 
minimum number of daily enplanements to remain eligible for subsidy. Further, the Consolidated 
Appropriations Act, 2014 (P.L. 113-76), and the Continuing Appropriations Resolution, 2015 
(P.L. 113-164), introduced additional measures to shrink the program. As of yet, some of these 
measures have not been fully enforced. 

Despite these efforts to limit spending for EAS subsidies, program expenditures have risen 123% 
since 2008, after adjusting for inflation, and are projected to continue rising through FY2016. 
Some factors contributing to the rising program costs are external, such as unusually high 
aviation fuel prices from 2008 through 2014 and the prospect of higher pilot wage costs due to 
changes in federal regulations. However, certain features of the EAS program itself may have 
contributed to the rising costs. The statute governing EAS does not list cost among the four 
factors DOT must consider when evaluating air carriers’ bids to provide subsidized EAS service, 
and neither the carriers nor the communities receiving subsidized service are obliged to select 
service options that minimize the government’s costs. 

EAS traditionally has been authorized in laws reauthorizing the Federal Aviation Administration 
(FAA) and other civil aviation programs. The current authorization act expires September 30, 
2015. EAS is likely to be among the subjects of debate as Congress considers extending the 
current law or writing a new authorization act. 
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Introduction 

The Airline Deregulation Act of 1978 (P.L. 95-504) granted U.S. passenger airlines almost total 
freedom to determine which domestic markets to serve and what airfares to charge. With the 
advent of deregulation, there were concerns that small communities would lose air service 
because airlines would shift their operations to serve larger and often more profitable markets. To 
address these concerns, Congress established the Essential Air Service (EAS) program in the 
Airline Deregulation Act to ensure continuous air service to small communities. 

Initially, approximately 746 communities were eligible. However, not all eligible communities 
required EAS subsidies. Some communities have been receiving unsubsidized service because air 
carriers have been willing to offer service without subsidy; some have been receiving subsidized 
service under EAS from the very beginning; others initially supported unsubsidized service, but 
later sought subsidies, or vice versa; some were subsidized but later lost their eligible status and 
are no longer in the program. 

Over time, Congress has tightened the conditions under which communities can receive 
subsidized air service. Nonetheless, program expenditures have increased sharply, more than 
doubling in inflation-adjusted terms between 2008 and 2014. As of June 1, 2015, a total of 159 
communities received subsidized EAS service. 

Legislative History 

Section 419 of the Federal Aviation Act, 1 as amended by the Airline Deregulation Act (P.L. 95- 
504) in 1978, established a program to continue airline service to small communities. The 
program was initially seen as transitional, and was set to expire after 10 years. This program was 
originally administered by the Civil Aeronautics Board, whose duties were later transferred to the 
U.S. Department of Transportation (DOT). The Airline Deregulation Act authorized the Civil 
Aeronautics Board to require carriers to continue providing scheduled service at eligible 
communities after deregulation, 2 with subsidies if necessary. 

The Airline Deregulation Act made communities receiving scheduled air service from a 
certificated carrier on October 24, 1978, eligible for EAS benefits. At that time, there were 746 
eligible communities, including 237 in Alaska and nine in Hawaii. According to a DOT estimate, 
fewer than 300 of these 746 communities received subsidized service under EAS at any time 
between 1979 and 2015. 

As the 10-year expiration date approached in 1988, Congress extended EAS for another 10 years. 
In the Federal Aviation Reauthorization Act of 1996 (P.L. 104-264), Congress removed the 10- 
year time limit, extending the program indefinitely. 3 

For the first 12 years of the program, the sole criterion for EAS eligibility was whether the 
community was receiving scheduled air service on October 24, 1978, the date that the Airline 



1 Effective June 1994, the Federal Aviation Act was recodified as subtitles II, III, and V-X of 49 U.S.C., 
“Transportation.” The former Section 419 of the Federal Aviation Act is now 49 U.S.C. §§41731-41742. 

“ Before deregulation, air carriers’ operating certificates for most of these communities required carriers to provide two 
daily round trips. The prospect of allowing carriers to terminate scheduled service without federal approval raised 
concern in Congress that communities with relatively low traffic levels would lose air service entirely as airlines shifted 
their operations to larger and potentially more profitable markets. 

3 P.L. 104-264 §278 amended 49 U.S.C. §41742, eliminating the EAS program expiration date of September 30, 1998. 
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Deregulation Act was signed into law. Over the following years, Congress and DOT have worked 
to limit the scope of the program, mostly by eliminating subsidy support for communities within 
a specified driving distance of a major hub airport. 

The Department of Transportation and Related Agencies Appropriations Act, 2000 (RL. 106-69, 
§332), enacted two EAS eligibility requirements, prohibiting subsidies to carriers for service 
provided to (1) communities in the 48 contiguous states that are located fewer than 70 highway 
miles from the nearest large or medium hub airport, or (2) communities that require a per- 
passenger subsidy rate in excess of $200, unless such point is greater than 210 miles from the 
nearest large or medium hub airport. 

In 2003, the Vision 100 — Century of Aviation Reauthorization Act (RL. 108-176, §405) directed 
DOT to establish Community and Regional Choice Programs as alternatives to the traditional 
EAS service. In the following year, DOT established two pilot programs designed to allow 
communities to explore options that better suit their transportation needs while keeping costs 
under control. EAS eligibility requirements were not changed. For more on these two pilot 
programs, see the section “Measures to Shrink the Program.” 

The Airport and Airway Extension Act of 201 1, Part IV (PL. 1 12-27) prohibited DOT from 
providing EAS to communities with annual per-passenger subsidies of over $1,000, regardless of 
their distance from the nearest hub airport. Also in 2011, the Consolidated and Further Continuing 
Appropriations Act, 2012 (P.L. 112-55), waived the requirement that carriers provide EAS flights 
using aircraft with 1 5 or more seats, allowing the use of smaller planes where passenger counts 
are low. 

The FAA Modernization and Reform Act of 2012 (P.L. 112-95) adopted additional EAS reform 
measures, including Section 421, which amended the definition of an “EAS eligible place” 4 to 
require a minimum number of daily enplanements. The 2012 act also provided that for locations 
outside of Alaska and Hawaii to remain EAS-eligible, they must have participated in the EAS 
program at some time between September 30, 2010, and September 30, 2011. This officially 
overrode the original list of eligible communities (except for those in Alaska and Hawaii) and 
capped the number of communities that are eligible for EAS. 

Current Eligibility Requirements 

Except in Alaska and Hawaii, an EAS-eligible place is now defined as a community that, between 
September 30, 2010, and September 30, 2011, either received EAS for which compensation was 
paid or received from the incumbent carrier a 90-day notice of intent to terminate EAS, following 
which DOT required it to continue providing service to the community (known as “holding in” 
the carrier). Starting October 1, 2012, no new communities can enter the program should they 
lose their unsubsidized service. Airports that were formerly eligible but did not receive subsidized 
service during the specified year are no longer eligible for subsidized service, and may not reenter 
the program. 

A community receiving subsidy during FY201 1 remains eligible for EAS subsidy if 

• it is located more than 70 miles from the nearest large or medium hub airport; 

• it requires a rate of subsidy per passenger of $200 or less, unless the community 
is more than 210 miles from the nearest hub airport; 



4 49 U.S.C. §41731. 
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• the average rate of subsidy per passenger was less than $ 1 ,000 during the most 
recent fiscal year at the end of each EAS contract, regardless of the distance from 
a hub airport; and 

• it had an average of 10 or more enplanements per service day during the most 
recent fiscal year, unless it is more than 175 driving miles from the nearest 
medium or large hub airport, or unless DOT is satisfied that any decline below 1 0 
enplanements is temporary. 

EAS Communities in Alaska and Hawaii 

Communities in Alaska and Hawaii are generally exempt from almost all EAS eligibility 
requirements, except one measure established by the Consolidated Appropriations Act, 2014 (P.L. 
113-76), and the Continued Appropriations Resolution, 2015 (RL. 113-164). Both laws directed 
that no EAS funds “shall be used to enter into a new contract with a community located less than 
40 miles from the nearest small hub airport before the Secretary has negotiated with the 
community over a local cost share.” 

This requirement does not affect any Alaska EAS communities, since none is within 40 miles of 
the nearest small hub airport. However, one community in Hawaii, Kamuela, may be affected 
when its current service agreement expires in 2017, if the cost-sharing requirement for 
communities within 40 miles of a small hub is adopted in future legislation. 

Alaska 

There were 237 Alaska communities on the original list of EAS-eligible communities. As of June 
1, 2015, 44 communities in Alaska received subsidized service (see Appendix B), leaving 194 
unsubsidized communities eligible for EAS subsidies. Diomede, a community in Alaska that was 
not on the original list, is receiving service from EAS funds via Air Transportation to Noneligible 
Places (ATNEP, 49 U.S.C. §41736), a program under which a state or local government may 
propose to the Secretary of Transportation that DOT provide compensation to an air carrier to 
serve a place that is not EAS-eligible, with a 50% local share. 5 The number of passengers served 
by EAS flights in Alaska is not readily available; the EAS program office does not compile this 
information as there are no requirements regarding minimum enplanement figures or per- 
passenger subsidies in Alaska. 

Hawaii 

As of July 1, 2015, there are two communities in Hawaii, Kalaupapa and Kamuela, receiving 
subsidized service under EAS (see Appendix A). There were nine on the original list of EAS 
communities, not counting Kalaupapa, that came into the EAS program via ATNEP and later 
became a permanent EAS community with the 2012 Federal Aviation Administration (FAA) 
reauthorization. 6 



5 http://www.gpo.gOv/fdsys/pkg/USCODE-2011-title49/pdfAJSCODE-2011-title49-subtitleVII-partA-subpartii- 
chap417-subchapll-sec41736.pdf. Absent from the original list of EAS communities in Alaska, Diomede is not 
considered an EAS community, but it is receiving subsidized air service via ATNEP, which is administered by the EAS 
program office and DOT finance office. The federal share for Diomede comes out of the EAS program budget. 

6 DOT Order 91-4-6, OST-OO-6773-3. Kalaupapa became an eligible community because it received a termination 
notice between September 30, 2010, and September 30, 2011, and DOT held the incumbent carrier in while it selected 
a replacement carrier. 
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Program Administration 

The EAS program is administered by the Office of the Secretary of Transportation, which 
determines the minimum level of service required at each eligible community by specifying 

• a hub through which the community is linked to the national passenger airline 
network; 

• a minimum number of round trips and available seats that must be provided to 
that hub; 

• certain characteristics of the aircraft to be used; and 

• the maximum permissible number of intermediate stops to the hub. 

In general, DOT subsidizes two to four round trips a day with small aircraft from an EAS 
community to a large or medium hub airport. 

Selection of EAS Carriers 

DOT issues a request for proposals (RFP) to all scheduled carriers to provide service to an 
eligible community, and institutes a carrier selection proceeding using a bid system. The 
department is required by law to use the following four key criteria when considering carriers’ 
proposals to provide subsidized service to EAS communities : 7 

• service reliability; 

• contractual and marketing arrangements with a larger carrier at the hub; 

• interline arrangements with a larger carrier at the hub; and 

• community views. 

The RFPs advise air carriers that their proposals for subsidy should be submitted on a sealed bid, 
“best and final” basis, and set forth the level of service (frequency, aircraft size, and potential 
hubs) that would be appropriate for the community given its location and traffic history. DOT 
typically receives one to three proposals per RFP. Once the carrier proposals are received, DOT 
formally solicits the views of the community as to which carrier and option it prefers. 

After receiving the community’s input, DOT issues a decision designating the selected air carrier 
and specifying the service pattern (routing, frequency, and type of aircraft), annual subsidy rate, 
and effective period of the rate. DOT generally establishes two-year EAS service contracts, which 
allow for regular bidding and give communities and DOT flexibility to switch carriers. 

Payment Procedures 

DOT pays the air carriers in arrears at the end of every month. Carriers submit invoices based on 
the number of flights actually completed in conformance with the contract. They are paid 
according to the per-flight rate established in the contract, not according to passenger numbers. 



7 49 U.S.C. §41733(c)(l). Language in the Consolidated Appropriations Act, 2014 (P.L. 113-76), retained in the 
Continuing Appropriations Resolution, 2015 (P.L. 113-164), provides that when “determining between or among 
carriers competing to provide service to a community, the Secretary may consider the relative subsidy requirements of 
the carriers.” 
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If ad hoc service adjustments are made because of operational exigencies, the carrier reports those 
deviations on its invoice, and DOT make appropriate adjustments in payment to the carrier. 

EAS Hold-In Authority 

By statute, if the air carrier serving an EAS community wants to discontinue service, it must first 
file a 90-day notice of its intent to suspend service. Hold-in authority prevents the incumbent 
carrier from suspending service until a replacement carrier begins service. On average, DOT 
issues 25 to 50 hold-in notices per year. 

During the 90-day period, DOT will try to find a carrier willing to enter the market on a subsidy- 
free basis. If unsuccessful, DOT issues an order prohibiting the suspension and requesting 
proposals for replacement service, either with or without subsidy. 

If it was serving an EAS-eligible community without subsidy, the incumbent carrier is eligible for 
compensation for being held in after the end of its original 90-day notice period. If the held- in 
carrier was already serving a community with EAS subsidy, it would continue to receive the same 
subsidy rate for six months, at which time it would be eligible for a rate increase. 8 



Program Costs 

The EAS program is funded from overflight fees paid to FAA by foreign aircraft that transit U.S. 
airspace without landing in or taking off from the United States. 9 Since FY2002, Congress has 
supplemented the overflight fees with discretionary annual appropriations of varying size. 

Figure I. Annual EAS Expenditures, 1985-2014 



$ Million 




1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 

Nominal? Constant 2014 $ 

Source: U.S. Department of Transportation. 

Note: Inflation adjustment based on Bureau of Economic Analysis Price Index for Government Consumption 
Expenditures and General Government Gross Output, National Income and Product Accounts Table 3. 1 0.4, 
Line 12. 



8 The six-month period discourages carriers from deliberately submitting below-cost proposals to get selected, and 
immediately coming back to DOT hoping to get a higher subsidy rate. 

9 The Federal Aviation Reauthorization Act of 1996 (P.L. 104-264) authorized the collection of overflight fees. 
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Figure 1 shows that total EAS program expenditures have increased sharply over time. In 
constant 2014 dollars, spending has increased 600% since 1996, and 123% since 2008. Spending 
has spiked on two occasions, one after the 2001 terrorist attacks that temporarily disrupted the 
aviation market and led to an economic downturn, and the other in 2008 and 2009, when oil 
prices rose sharply during a deep recession. 

The FAA Modernization and Reform Act of 20 1 2 sought to reduce discretionary spending on 
EAS through FY2015. Section 428 authorized appropriations for the discretionary portion of EAS 
funding of $143 million for FY2012, $118 million for FY2013, $107 million for FY2014, and 
$93 million for FY2015. However, the law also authorized all overflight fee revenues, rather than 
just the $50 million provided historically, to be made immediately available to the EAS program. 
This has had the effect of increasing total funding available for EAS subsidies. 

The Consolidated and Further Continuing Appropriations Act, 2015 (RL. 113-235), provided 
$263 million in total EAS funding for FY2015, including $108 million in funding from overflight 
fees and $155 million in discretionary appropriations. DOT requested total funding of $283 
million for FY2016. Annual EAS funding from FY2012 to FY2016 is shown in Table 1. 

Table I . Essential Air Service Funding, FY20 1 2-FY20 1 6 

(in millions) 

FY20I6 





FY20I2 


FY20I3 


FY20I4 


FY20I5 


(proposed) 


Discretionary 

Appropriation 


$ 143 


$ 135 


$ 149 


$ 155 


$175 


Overflight Fee 
Collections 


$ 50 


$ 98 


$ 1 19 


$ 108 


$108 


Total Funding 


$ 193 


$ 233 


$ 268 


$ 263 


$283 



Source: U.S. Department of Transportation. 

Note: EAS funding in nominal dollars. Proposed funding for FY20I6 is the amount requested by DOT. 

Between FY2012 and FY2015, annual EAS expenditures rose 36%; DOT has proposed a further 
7.6% increase for FY2016. These increases have occurred despite the numerous measures 
Congress has adopted over the years to contain program spending. Certain features of the 
program may have contributed to the rising costs: 

• Few carriers may bid for any particular EAS contract. Although in some 
instances two or three carriers may offer proposals in response to an RFP, in 
many cases there is only one proposal with no competing bid, providing little 
incentive for the carrier to minimize its subsidy request. 

• Subsidy cost is not among the four major factors DOT is required by statute to 
consider when evaluating bids. 

• DOT is required by statute to consider the views of the community when 
selecting a carrier to provide subsidized service. If more than one carrier is 
proposing to offer service, local officials are under no obligation to favor the 
proposal that entails the lowest cost to the federal government. 
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